This study examined factors that influenced households with non-agriculture enterprises to borrow funds as capital for their enterprises in Malawi. Additionally, the study aimed at classifying households as borrowers and non-borrowers, but also classified these households according to their liquidity status in which credit could be a component. The primary data for this study was sourced from the Integrated Household Panel Survey (IHPS) conducted in 2013 by the National Statistics Office of Malawi. Out of 4000 households that formed the sample, 1249 households were reported to own an enterprise; representing 31.23% of the overall sample. The logit model was used in this study and results showed that borrowing was influenced by age of household head, size of household, poverty status of household and enterprise sector. Furthermore, liquidity status was influenced by education attained by household head and poverty status of household. Poverty status of the households was found to influence both borrowing and liquidity non-constraint of households in Malawi. The paper shows the need to focus on poor households that are unable to support their enterprises with personal savings. In addition, policy makers must design programs that will provide credit to poor households operating manufacturing type of enterprises.
Introduction
Micro and small enterprises (MSE) are very important to the development of many countries as they contribute to employment generation, poverty alleviation, rural development, and overall economic development [1] [2] .
Malawi is a poverty ridden country, which has households that are unable to meet their daily requirements. Various causes of poverty in Malawi have been identified that include poor agriculture production that has resulted into food insecurity, the HIV/AIDS pandemic that has crippled the work force, and limited off-farm employment and rapid population growth [3] . Poverty in Malawi is associated with households that lack adequate income, employment opportunities, sufficient food, entrepreneurship spirit and credit opportunities (Machinjili et al., 1999) . One way of reducing poverty in Malawi has been the promotion of MSE's to reduce the unemployment rate and increase household incomes. It has been estimated that Malawi has 433,078 enterprises that are owner run thus they do create employment; 324,922 enterprises create employment of between 1 and 100 employees, of which 81% employ 1 -4 people, 17% employ 5 -20 people and 2% employ 21 -100 people [4] .
Despite the MSE's in Malawi playing an important role for household's economic development, there are many challenges and constraints that prevent their growth. Lack of credit (has to be capital) to provide the MSE's with capital to invest in an activity so as to increase their income is acknowledged as a major challenge in Africa [5] . The lack of capital by smaller firms and poverty stricken households is made worse by the tight liquidity constraints that they encounter [6] . Liquidity in developing countries is the major character of household's financial wealth that can be used to support it and invest various economic ventures [7] . There is a consensus in literature that MSE's do not utilize formal financial services provided by banking institutions, due to collateral requirements that they cannot meet. The other option is for these MSE's to obtain credit from informal financial sources that include relatives, money lenders, friends and rotating savings. However, these informal sources are characterized by high credit costs that are reflected by high interest rates than those offered by formal sources. The use of informal credit sources limits these enterprises to adequately invest in productive activities.
Since 1994, when Malawi attained a multi party political system, there had been a reported increase in the number of MSE's due to the removal of various government restrictive policies [4] . To support MSE's, the GoM adopted the MSE policy in 1998 and special attention had also been shown by handing the management and responsibility of MSEs in the country to the ministry responsible for Industry, Trade and Private Sector Development. Through the policy and institutional setup, GoM has provided an environment for promoting microfinance institutions and the regulatory framework to promote best practice approaches in provision of financial services. Microfinance institutions provide loans to the poor that lack savings and capital to invest in productive income generating activities. These microfinance institutions offer credit through simple mechanisms that demand simple forms of collateral (or no collateral) and use lower interest rates. Despite these efforts, it has been established that the smaller the business in terms of number of employees, the less likely that the owner has or uses formal financial services to manage their finances.
Households are the smallest units that can be targeted in poverty alleviation efforts, because they together form a community. Empowering households to engage in self-employment and undertake productive incomegenerating activities through investing in MSE's is a welcome effort to reduce the poverty burden the households. Thus providing households with credit specifically to business investment is a requirement if this strategy is to be achieved. Despite the increase in microfinance programmes in Malawi, there is a need to design them in a manner that they respond to the credit demand from households that operate or intend to operate MSE's [8] . Using data from the Integrated Household Survey three (IHS3), this paper determined factors that influence households demand for credit to use as enterprise capital in Malawi. Furthermore, this paper assessed the role of credit relative to the liquidity status of the borrower.
SME's Credit Demand
Capital for SME's is required at the initial stage of an enterprise start-up and at the point where the enterprise is needed to grow [9] . Capital provides SME's the muscle and flexibility to allow a manager to implement investment decisions to improve profitability on an enterprise. Households that operate SME's can obtain capital from internal or external sources. The internal sources may include personal savings of household members or profits from the enterprise; external sources of capital consist of formal money lending institutions like commercial banks and microfinance institutions, but also from informal sources like friends, relatives and local money lenders. The challenge for poor households and MSE's is that they are liquidity constrained, which means they operate with a negative budget to allow them to save or invest in the enterprise. The alternative is external sources of capital that provide the needed capital for investment. As already alluded to, collateral requirements hinder households and MSE's to obtain credit from banks, while high credit costs associated with informal sources do not provide a better option. Microfinance institutions have been introduced in less developed countries, such as Malawi, to respond to the credit demand created by the poor that cannot afford formal or informal credit sources [10] . Microfinance refers to the provision of financial services (including credit provision that is central to this study) for low-income households and micro entrepreneurs for productive purposes [11] . The financial services need to be packaged in a fashion that reflects the demand from the households and microenterprises.
Demand for credit among households has been discussed by various literatures [2] [12]- [15] , which suggest that demographic and social economic factors are important to determine whether a household will source credit or not. Furthermore, Abdulsaleh and Worthington [9] reviewed literature on enterprise financing and observed the enterprise characteristics also affect credit decision making. The choice by a household with an enterprise to borrow is thus influenced by enterprise characteristic, demographic and social economic factors.
In most developing countries men have an advantage over their female counterparts with regards to owning and successfully operating income generating activities. This is attributed to the social norms and roles that relegate women to performing household chores while men go into both farm and non-farm enterprises [16] . Women usually lack collateral to get credit from formal sources, but are also afraid with the prospect of failing the payback the loan [17] . Bendig [18] hypothesized that male headed households were more likely to source credit services; Rand [14] observed that male owned enterprises in Vietnam obtained credit more frequently than those owned by females. Age of household head is a factor that can determine credit demand for a household enterprise, because young household heads are not risk averse and may not be interested in obtaining loans [19] . Furthermore the older household heads may have experience on the importance of owning a vibrant household enterprise; they may also have more resources that can be used as collateral to obtain loans. Zeller [12] estimated factors that determine credit demand in Madagascar and results showed that the older a household head was, the likely they were to demand credit. Thus it can be hypothesized that older household heads participate in the credit market than their younger counterparts. Marital status of a household head may also influence credit demand by mainly working in favor of the married, with those that are widows or separated suffering emotional stress to support their families and even societal humiliation [20] . Education is an essential catalyst of development and is usually used as a measure of human capital, with those that attain higher education being more flexible to venturing in development focused efforts [21] . Jabbar [13] in their assessment of factors influencing livestock farmers obtain credit in four sub-Saharan countries observed that education level attained by household head positively influenced credit demand. Fanwell [22] determined household factors that influenced credit borrowing in Malawi, and found that family size had a positive and significant influence. Larger family size exerts pressure on the household financial resources, making them unable to save funds for capital [23] ; larger sized households are more likely to borrow. Household income level is a factor that has been considered as an influence to credit demand. Households that have higher income levels are more likely to seek credit because they have confidence of paying back from future incomes or from their savings, which makes them risk takers. However, another explanation shows that, when individual's income is very low, the marginal utility of consumption is very high, leading to high demand of credit [24] .
Abdulsaleh and Worthington [9] reviewed literature on enterprise financing and observed the enterprise characteristics also affect credit decision making. These enterprise characteristics include the size of firm, age of enterprise, geographical location, and industry sector. Age of the enterprise influences the credit demand of a firm, as young enterprises do not prefer to obtain credit because they lack collateral and even trust from the credit suppliers to provide the loans. Younger enterprises, usually those less than four years old, are in most need of credit to support the establishment of their enterprises, and the best option for credit are informal sources [25] [26]. The size of enterprise in Malawi entails that a micro-enterprise is that which employs four people or has an equivalent number of four people working even though not employed [4] . The size of an enterprise reflects the high level of production that the enterprises would achieve, hence making them suitable to demand and access credit. The industry sector in which an enterprise belongs (i.e. manufacturing or services for this study) determines how an enterprise organizes its finances [27] . A manufacturing enterprise credit demand would be for a long term period, which is usually associated with breaking even in the production process that may involve purchase of machinery and associated equipment. While services enterprises would prefer a short term loan that responds to an immediate need. In these scenarios the demand for credit and source would be different. The location where a household is found in relation to the nearness of banks, MFIs and other money lenders is also a factor that determines credit demand [28] . Rand [29] examined which firm characteristics determined credit access to Vietnamese household enterprises and found that location had a significant positive influence on credit demand. Similarly, Fatoki and Asah [26] showed that the location of enterprises to their banks and MFI's is an advantage, because they can develop a strong lending bank with those financial institutions.
Methodology

Data Source
The primary data for this study was source from the Integrated Household Panel Survey (IHPS) conducted in 2013 by the National Statistics Office of Malawi. The IHPS was designed to collect data on households interviewed during the third Integrated Household Survey (IHS3), which was conducted in 2010. The IHS is employed by the GoM every five years with the objective of monitoring and evaluating the living conditions of households in the country. The IHPS focuses on households as research units and assesses the changing conditions affecting each individual. The IHPS was conducted at the national level and covered various topics, which included household enterprises and their lending behaviors. The IHPS results contain detailed information on households the three regions of Malawi, including the urban and rural parts. The IHPS has a sample size of 4000 households living in Malawi. Out of 4000 households that forms the sample, 1249 households were reported to own an enterprise; representing 31.23% of the overall sample. This sample is composed of households that owned non agriculture enterprises, with 49% based in rural areas and 26% residing in urban areas.
Data Analysis
The household's decision to borrow or not for the purpose of investing in a non agriculture enterprise is a binary choice, which can be represented as a qualitative variable whose range is limited. To analyze such binary decisions for households discrete choice models have been used by various choice related studies; commonly used models are logit and probit models [12] [13] [15] . Goswami et al., [30] notes that there is no theoretical explanation that supports the use of logit over probit or vice versa. However, the logit model is a mostly preferred because researchers find it mathematically easy to understand and interpret [31] . The logit model has been used in this study, to determine factors that influence households to demand credit to support their enterprises. Furthermore, Jabbar et al., [13] observed that it is not adequate to classify units as merely borrowers or non-borrowers, but rather it is important to also classify them based on why some used credit and others did not when liquidity constraint is put into perspective. Liquidity constrained units are those in need of more funds, while liquidity non-constrained units are those that have funds to ably invest in their enterprises. In this study, liquidity non-constrained households were those had ability to save from their current income and liquidity constrained included households that could not save from their incomes. In this case, the logit model was also used to determine factors influencing the liquidity status of the households. The dependent variables were binary in nature: borrower = 1, non-borrower = 0; liquidity non-constrained = 1, liquidity constrained = 0. Table 1 shows a summary and descriptive of factors that were used in this study. Gender, education, marital status, wealth and enterprise sector were entered in the model as dummy variables. The other variables namely age, household size, location of household, and enterprise age were entered as continuous variables. Data analysis for this study was done using STATA/SE version 12 (http://www.stata.com).
Results and Discussion
General Descriptive Statistics
This study used enterprise characteristic, demographic and social economic factors to determine factors that influence borrowing among households with enterprises. A total of 238 (19 percent) of households with an enterprise had ever borrowed for the purpose of investing in their business venture. Additionally, 488 (39 percent) households were liquidity non-constrained. With regards to the specific independent variables, households were mainly male headed with a proportion of 81 percent; while a similar trend was observed for borrowers and liquidity non-constrained that had 78 percent and 85 percent of male headed households respectively ( Table 1) . Mukherjee and Benson [3] also observed most households were headed by males, this is normal with Malawian societies that are headed by males and it is embedded in the cultures of the country.
Average age of household heads was 40 years old, which was almost similar to the borrowers (40.5 years old) and liquidity non-constrained (39.6 years old). Marital status of this study was recorded at 80 percent of household heads that were married and was similarly reflected among the borrowers and liquidity non-constrained with 78 percent and 82 percent respectively. Anglewicz [32] also observed that it is universal for household heads to be married in Malawi. The household size had an average of 5 people for all the categories of borrowers and liquidity non-constrained. Education status of the household heads had a proportion of 50 percent to have attained at least primary education, indicating that a high proportion is illiterate. Similarly, 60 percent of the households categorized themselves as being poor, but the proportion decreased amongst the borrowers (53 percent) and liquidity non-constrained (35 percent). The locations of the households were calculated from the districts main trading area, which has banks and other MFIs. The FinScope 2008 survey found that most people who have bank accounts in Malawi use public transport to access the banks. This is supported in this study as an average distance between households and possible bank locations was 18.7 km; suggesting that most of the respondents were located in rural areas.
Determinants of Household Borrowing
The logit model empirical results that estimated the factors influencing borrowing by households for business investment in Malawi are presented in Table 2 . VIF values of the variables were calculated as a diagnostic test for the multicollineality, and this problem was not detected as all values had the accepted values of less than 10. The model was rendered appropriate as its goodness of fit chi-square was significant showing that the model adequately fitted the data. The proportion of borrowers was at 19 percent, which resulted in lowly fitted model with data that explained 3 percent of the variation in the dependent variable. Thus care was needed in explaining the influence of the hypothesized independent variables.
In the estimated logit model ( Table 2) , age of household head, household size, Poverty status of household and enterprise sector were found to have statistically significant impact on the household decision to obtain credit for investing in their businesses. Household size, Poverty status of household and enterprise sector had a positive on household decision to borrow; while age of household head was found to have a negative impact on household's decision to borrow. In contrast, gender, marital status, education level attained by household heads, location of household and enterprise age was found not to be significant.
The estimated coefficient shows that the probability of borrowing money to invest in an enterprise by a household decreases with an increase in age of household head. The model decreases by 0.015 units with a negative marginal effect of 0.002 percent, as age of household head increases by a year; holding other factors at a fixed value. Exponential (β) for age of household head shows that, holding other factors constant, the likelihood of borrowing by a household decreases by 0.015% for 1 year increase in age (1 − 0.985 = 0.015). This is contrary to findings by Zeller [12] and Adesina [19] who found that the older a household head was, the likely they were to demand credit. However, these two studies focused on household's behavior to obtain credit for general household use or agriculture enterprise investment and not specifically for investment in a household non-agriculture enterprise, which is the central theme of this study. Thus the demand for credit in young household heads, shows how much capital is required to diverse the household's income sources. Furthermore, older households are most likely to have established the non-agriculture based enterprises and can use their savings acquired over a long period to invest in their businesses. Furthermore, Malawi being an agriculture based country household's led by older heads were more likely to have more resources, such as large farm land or herds of livestock, to diversify their sources of income. Similarly the probability of borrowing money to invest in a non-agriculture enterprise by a household decreases with an increase in the self assessed poverty level of the household. The model decreases by 0.264 units with a negative marginal effect of 30 percent, as poverty level of household rises; holding other factors at a fixed value. The poor households in Malawi are characterized by low income levels and limited resources such as land for agriculture and material that can be used as collateral. Li [33] in the their paper that examined factors influencing accessibility of microcredit by rural households in China found that high income households often have more investment opportunities that demand credit and are confident in repaying if they borrow. Likewise, the poor in Malawi are would not be comfortable in borrowing as they do not have a second option incase loan repayment is impossible.
Impact of household size on decision to borrow money for investing in a household non-agriculture enterprise is found to be positive. The estimated coefficient indicates that household size has a positive effect on probability of borrowing with a positive marginal effect of 1.4 percent. Exponential of household size indicates that, with other factors being constant, the odds of borrowing increase by 9.6 percent as the size of household increases by one person. The finding corresponds with Wabei [23] and Ho [34] findings that large households are more likely to borrow. Larger households are unable to save funds for capital because of the large sized households exert pressure on the household financial resources. Additionally, large households may offer the household enterprise with human capital to enable it to grow quickly as such increasing demand for credit.
Positive impact of enterprise sector (trading or manufacturing and service provision) is observed on the decision to borrow funds for capital with positive marginal effect of 11.7 percent. The model shows that increasing number of household enterprises specializing in production or retailing would also increase the need for borrowing capital to invest in their enterprise. Abdulsaleh and Worthington [9] point out that a manufacturing enterprise demands credit a long term period that is associated with breaking even in the production process, while services enterprises borrowing behavior responds to an immediate need. In Malawi government and non-governmental organizations programs that promote household non-agriculture enterprises focus on production type of endeavors, which makes it easy for micro-enterprises to demand credit. Thus it can be said that households venturing in service provision enterprises usually have the capital to fund all operations because they know how difficult it is to obtain loans; while the manufacturing enterprises begin their businesses with the hope of getting funds to support their investments.
Determinants of Household Liquidity Constraint
The empirical results for model that determined liquidity status among households that operate an enterprise are presented in Table 3 . The model was rendered appropriate as its goodness of fit chi-square was significant showing that the model adequately fitted the data. The proportion of liquidity non-constrained households was at 39 percent, which resulted in lowly fitted model with data that explained 11.5 percent of the variation in the dependent variable. In the estimated logit model (Table 3) , education level attained by household head and Poverty status of household were found to have statistically significant impact on the household being liquidity nonconstrained. Education level attained by household had a positive impact on a household being liquidity nonconstrained, while Poverty status of household was found to have a negative impact on a household being liquidity non-constrained. In contrast, gender, age, marital status, household size, location of household, enterprise sector and enterprise age was found not to be significant.
The estimated coefficient shows that the probability of a household being liquidity non-constrained decreases with the household being categorized as poor (poverty status). The model decreases with a negative marginal effect of 31.1 percent, as household Poverty status increases by becoming poorer; holding other factors at a fixed value. This study aimed at classifying households as borrowers and non-borrowers, but also classifies these households according to their liquidity status in which credit could be a component. The Poverty status of a household had significant influence on both borrowing and liquidity status, with a similar negative direction of influence in both models. The result indicates that the poor households lack funds to finance their enterprises and as such it increases their likelihood of borrowing funds as capital to invest in their enterprises. Cheng and Ahmed [10] emphasize on the need for MFI's to develop loan products that target the poorer households who can present a bigger market when considered at a larger scale. For a country that is poverty ridden like Malawi, the poorer households that are below the poverty line for the majority and investing in them is a scenario that can provide an option to poverty alleviation. Furthermore, a positive impact was observed on education attainment by household head had on liquidity constraint with positive marginal effect of 16.6 percent. Education attainment by household heads, which represent the influential members of a household, increases the likelihood of having better income sources than the non-educated. This shows that the more educated a household head is the less likely the house would be categorized as poor. Thus education increases the option of household head funding an enterprise using savings hence making education attainment not significant to borrowing ( Table 3 ).
Conclusions
This study examined major factors that influenced households with non-agriculture enterprises to borrow funds as capital for their enterprises in Malawi. Additionally, the study aimed at classifying households as borrowers and non-borrowers, but also classified these households according to their liquidity status in which credit could be a component. Non-agriculture enterprises were considered as vital to diversifying household incomes for the poor who formed the majority in Malawi, a developing country. Literature reviewed in this paper identified three main groups of factors considered central to micro-enterprise studies that included demographic factors, social economic factors and enterprise characteristics. Specifically, the empirical analysis based on logit model analyzed influence on borrowing and liquidity status by factors that included gender, age and marital status household head, education attained by household head, size of household, poverty status of household, age of enterprise, location of household, and enterprise sector. Logit model results showed that borrowing was influenced by age of household head, size of household, poverty status of household and enterprise size. The results also indicated that liquidity status was influenced by education attained by household head and poverty status of household. Poverty status of the households was found to influence both borrowing and liquidity non-constraint of households in Malawi. The findings of this study support the general observation that capital is a major limiting factor for development of household non-agriculture enterprises. The study shows that MFI's need to focus on poor households that are unable to support their enterprises with personal savings. Enterprises that can be targeted are those that are based on production and retailing of goods, because there is a willingness to invest in machinery and goods that can enable them break even in the production process. Breaking even will require that loan repayment is designed in such a way that repayment is spread across a long time period. Policy makers in Malawi must encourage and design programs that will provide credit to poor households to support non-agriculture enterprises. Consideration should be given to supporting loan repayment plans for households involved in the manufacturing sector, which have to be spread over a period to allow them to break even.
